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M@Management: 
Five-member management team. 


@ Strategies: 
Phase One: Build reserves, production and cash flow base through asset and 
127 years of collective oil and gas experience — all in western Canadian 


corporate acquisitions. 
sedimentary basin. 


Status Completed: 1997/1998 
Well-balanced skill set: exploration, operations, finance, corporate management and 


Phase Two: _ Exploit potential in the acquisitions made in Phase One. the ability to create shareholder value in a small-company environment. 


Status Completed: 1998/1999 


Phase Three: Continue to create value for shareholders through a full-cycle 
exploration strategy, complemented by secondary strategies to take 
advantage of volatile environment. 

Status 2000 is a transition year to initiate implementation of the full-cycle 


exploration strategy. 


Production Cash Flow per Share 


6 
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$/Share 


Eerste OT {Y SOP PDAATIDCGA 


BelAir's Management Team: (| to r) Ken D, MacRitchie - Vice President, Finance and CFO; Ken TA. Skea - Vice President, Production; Andrew I. Burnett - Vice President Exploration; 
Wayne R. Wilson - Vice President, Corporate Development and Victor M. Luhowy - President and CEO 


MPRESIDENT'S MESSAGE 


Nineteen ninety-nine was another successful year 
for BelAir as we completed Phase Two of our growth 
strategy. We recorded substantial growth during a year 
that can only be described as a hectic roller coaster ride. 
From the early part of the year when we were suffering 
through a near record low oil price environment, to 
the conclusion of the year when we were enjoying oil 
prices that have been the highest since the early 
1990s, we adjusted our activities to reflect the chang- 
ing business environment. Dampening the accom- 
plishments that we had achieved throughout the year 
was the frustration of our share price dropping, along 
with energy stocks in general, while oil prices and cash 


flows were increasing, 


1999 Accomplishments 


Completed Phase Two of our growth strategy of 
exploiting low-risk projects we acquired during 


Phase One. 


Produced an average of 961 boepd, an increase of 


almost 80% over last year. 


Generated cash flow of $3.2 million, four times 
that of 1998. On a per share basis, cash flow was 


$053, more than double that of last year. 


Generated earnings of $10 million — the first year 


that we generated a profit since our start in mid-1997 


Having spent $4.0 million on our total capital 


program, our “all-in” cost of finding, developing 
and acquiring proven and probable reserves was 


$6.32 per boe. 


Consolidated the 47 million shares outstanding to 59 


millions shares outstanding. 


Completed a 1.25 million flow-through 


share issue for proceeds of $2.1 million. 


Purchased 66,000 BelAir shares at an 
average price of $149 per share as part of 


our normal course issuer bid. 


“We recorded substantial growth during a hectic roller coaster year.” 


Completed/recompleted 29 gross (174 net) wells 
and drilled 6 gross (2.6 net) wells, resulting in: 

* 10.3 net new gas wells 

© 5.6 net new oil wells 

¢ 24 net unsuccessful recompletions 


° 1.7 net dry holes 


Replaced the 351 Mboe of proved reserves that we had 
produced during the year and added an additional 


286 Mboe of proven plus probable reserves. 


Victor M. Luhowy - President and CEO 


Continuing Challenges 


While we had many accomplishments over the year, 


we also face challenges as we go forward into 2000. 


* Our cash expenses are too high. During 1999, our 
cash expenses — operating costs, G&A costs and 
interest costs — averaged $11.31 per boe or 44% of our 


gross revenue. These component costs were as follows: 


operating cost - $6.84 per boe 
G&A costs- $354 per boe 


interest costs- $093 per boe 


* Our assets are too wide spread. During Phase One 


of our growth strategy, we acquired assets that 


“BelAir generated positive 


stretched from southwestern Manitoba to north- 
eastern British Columbia. Our risk-averse strategy 
and the types of assets that we had acquired served 
us well during our initial growth period. This type 
of asset mix is not appropriate, however, as we 


enter into Phase Three of our growth strategy. 


* Our share price is trading at low multiples of cash 
flow. Historically, emerging micro-cap companies 
such as BelAir traded at four to six times their cash 
flow per share. As we entered 2000, our share 
price, at $150, was 2.7 times our 1999 cash flow of 
$053 per share and 1.7 times our annualized 1999 
fourth quarter cash flow of $0.86 per share. 


Industry analysts attribute this change from 
historical fundamentals to a number of issues: 
* a lack of interest by the investment community 
in “value stocks,” such as in the energy sector, 
in favour of “momentum stocks,” such as “hi- 


tech” stocks 


earnings of one million dollars.” 


* a lack of credibility in the oil and gas sector as 
a result of some junior oil and gas companies 
not living up to expectations during 1998 and 
1999 

* an unease in the investment community that 


high oil prices are not sustainable 


The graph on page 8 illustrates our share price 
performance compared to the TSE Oil & Gas 


Index as well as other sector indices. Our share 


price tracked the various indices fairly well 
although we underperformed after our eight-to- 
one stock consolidation at the end of September. 
We anticipated that our share price would decline 
after consolidation, as is usually the case. The 
value of consolidation, however, outweighed a 
temporary decline in share price. By the end of 


the year, our share price had rebounded slightly. 


Strategies We Will Implement 
During 2000 to Meet Our Challenges 


Reduce our cash expenses 
* Our target is to reduce our operating costs by 10% 
from $6.84 to $6.15 per boe or below. 

Mr. Ken Skea joined BelAir in mid 1999 as our 
Vice President, Production. With his 24 years of 
experience, Ken was instrumental in achieving the 
growth that we accomplished during 1999. In 
addition to his continuing that role during 2000 
and beyond, his other main objective will be to 
lower our operating costs. At our operated properties, 
Ken will be instituting programs to reduce those 
costs. Where we have little control in affecting 
operating costs, such as in non-operated properties, 
we will dispose of those properties and dedicate 


the proceeds towards higher netback assets in our 


core operating areas. 


(Strategies We Will Implement During 2000 to Meet 


Our Challenges, continued) 


* Reduce our G&A costs to $2.75 per boe from $354 
per boe. 
We have put into place at BelAir, the resources 
- personnel, computer technology, etc., to grow our 
company in the future. These initial high G&A 
costs are not unusual for emerging companies 
as they install resources to effect growth. Our target 
is to hold the line on G&A costs at 1999 levels while 
increasing our production, thereby reducing our per 
unit G&A costs. We expect to capitalize 15% of 
our G&A costs. 


“During 2000, we 


* Our interest costs will increase from $0.93 per boe 
to $1.10 per boe. 

Our $8.8 million capital program for 2000 will be 
financed by cash flow and by increasing our bank 
debt. Although we will maintain a debt-to- 
forward cash flow ratio of less than 1.5 to 1, our 
increase in debt financing will result in higher 


interest costs. 


We did lock in the interest rate on $3 million of 
our debt at 746%. As crude oil prices average 
higher than $19 US over the year, our requirement 
for debt financing will decrease, thereby reducing 


our interest costs. 


Overall, our target is to reduce our cash expenses 
from $11.31 per boe during 1999 to $10.00 per boe 
for 2000. 


Consolidatimg our assets 
During 2000, we will be consolidating our operations 
into central and northwestern Alberta as shown on 


the map on page 9. These areas presently contribute 


northwestern Alberta, Canada” 


70% of our production and most of our undeveloped 
lands are concentrated in these areas. With the many 
drilling prospects that we have on these undeveloped 
lands, our focus will be on adding production in our core 
areas. We will be disposing of all assets outside of these 
core areas and applying the proceeds towards increasing 


our holdings in central and northwestern Alberta. 


Increasing our share trading price 

We will continue to implement the strategies that 
will increase the net asset value and cash flow per 
share. It is our belief that the market will return to 
value stocks and reward companies demonstrating 
sound business fundamentals and returns. 

We will complement our main strategy of full- 
cycle exploration, as discussed in the next section, 
with supplemental strategies that take advantage of 
our volatile environment — strategies such as corporate 
and asset acquisitions, asset consolidations, etc. 

In late October 1999, we instituted a normal course 
issuer bid to buy back 5% of our shares because our 


shares were trading below our net asset value. It is 


will be consolidating our operations into central and 


cheaper to acquire reserves and production by purchasing 
our shares back at low prices than to spend that 
equivalent capital on purchasing or drilling for 
reserves. By the end of February 2000, we had purchased 
almost 275 thousand shares at an average price of 
$144 per share. This share buy back program will 
result in higher cash flow per share. When trading 


multiples return to more normal levels, our share- 


holders will be rewarded with higher share prices. 


On to Phase Three of Our 
Growth Strategy 


Having successfully completed Phases One and 
Two of our growth strategy, we are now embarking 
upon Phase Three of our growth strategy, that of creating 
shareholder value through full-cycle exploration, that 
is, “through the drill bit.” To lead us in this phase of 
growth, Mr. Andy Burnett joined us as our Vice 
President, Exploration. Andy has 25 years of 
experience exploring in the western Canadian 
sedimentary basin and brings to us a proven track 


record of exploration success. 


Year 2000 

During 2000, we plan to implement a capital 
program of $8.8 million. Most of our capital funds will 
be spent on drilling 30 gross (13 net) wells. In addition, 
we intend to allocate 25% of this capital budget to 
increase our land holdings and seismic database to 
develop new drilling prospects beyond 2000. 

Complementing our transition to a full-cycle 
exploration strategy, we will be consolidating our 
operations into core areas in central and north- 
western Alberta. We will be disposing of our assets 
that are outside of these core areas and applying the 


proceeds towards increasing our holdings in the core 


to increase, increased cash flow per share, increased 
overall size for more market awareness and doubling 
our undeveloped land position to provide a larger 
base for continued growth. 

Our capital spending will be financed out of cash 
flow and increasing our debt. Our cash flow for the 
year is budgeted on oil prices of $19.00 per bbl 
(US WTI) and gas prices of $250 per Mcf (AECO). 
To ensure that our budgeted cash flow is not 
detrimentally affected by the possibility of dropping 
oil and/or gas prices, we purchased a floor price on 


our base production for 2000; in effect, we purchased 


“We're making the transition to a full cycle exploration strategy.” 


The coming year will be a transition year as we 
shift from Phase Two to Phase Three of our growth 
strategy. During this transition year, Mr. Burnett will 
exploit the various prospects that exist on some of our 
76,000 net acres of undeveloped lands. This transi- 
tion time will allow Andy to develop core exploration 


areas for the future. 


areas. In addition, we will continue to seek asset and 
corporate acquisitions that complement our main 
strategy, are synergistic to our existing core assets and 
that are accretive for our shareholders. 

As this report goes to print, we are mailing our 
offer to acquire all of the shares of CrownJoule 
Exploration Ltd. Our offer for CrownJoule is an 
example of pursuing a strategy that is complementary 
to our exploration strategy. The primary benefits in 
acquiring CrownJoule include increased exposure 


to natural gas as demand for this product continues 


an “insurance policy” against low prices. If oil prices 
ever drop below $18.00 US, or if gas prices fall below 
$250 during 2000, we would recieve these floor 
prices. It is important to note that we did not hedge 
our production - we just purchased a floor price. 
Therefore, we protected our production against low 


prices while maintaining the upside of higher prices. 


Oil and Gas Prices 

In our report last year, we stated that the low prices we were receiving for our oil 
at that time were not sustainable and that we were bullish on oil prices. However, 
never in our wildest imagination did we anticipate the high prices that we received 
by the end of the year. 

Although we believe that oil prices are not sustainable at these high levels either, we 
continue to remain bullish on oil prices. Crude oil inventories in the US are at their 
lowest levels in a decade. Decreased capital expentitures to develop new reserves during 
the low price period have reduced supply from non-OPEC countries. World demand 
for crude oil keeps increasing. Even if OPEC increases production, the demand/supply 
situation will remain tight and inventories will remain low for some period of time. 

The fundamentals for gas prices remain strong as well. Because of the Clean Air 
Act, virtually all new power generating plants coming on stream in the US are gas 
fired. As a result, gas consumption in the US is increasing at 3% per year. 
Increasing eletricity consumption for air conditioning and Internet use in the US has 
leveled out the seasonality of gas demand. Other than gas volumes out of the Gulf 
of Mexico, gas production in the US is declining. The only other source of gas supply 
for the US market is Canada. The construction of new pipelines to the US, such as 


the Alliance pipeline, will allow Canadian producers to serve that increasing demand. 


Employee, Director and 
Shareholder support 

We thank all of our dedicated and hard working employees and contractors — our 
successes during 1999 are a result of your accomplishments. 

During this dichotomy of high product prices and low share prices, we thank our 
shareholders for your continued support. We trust your patience will be rewarded as 
the market returns to recognize the value in the energy sector, and in BelAir in particular. 
We remain confident that our strategies will create value for your investment in BelAir. 

We extend our gratitude to Mr. Bob Engbloom for his 
contribution and guidance during his tenure as a Director of our 
company. We also thank our Board of Directors for their guidance 


and corporate governance during 1999 and into the future. 


While 


Victor Luhowy 
President and CEO 


Wendy Irvine - Executive Assistant 
Ken MacRitchie - VP Finance and CFO 
Victor M. Luhowy - President and CEO 


M1999 HIGHLIGHTS 


(in thousands of dollars, except per share amounts) 


1999 


Financial 


Product Revenue 
Crude Oil 
Natural Gas Liquids 
Natural Gas 
‘Total Petroleum & Natural Gas Sales 
Other Income 
Cash Flow from Operations 
per share basic 
per share fully diluted 
Net Earnings (Loss) 
per share basic 
per share fully diluted 
Capital expenditures, net of dispositions 
Long-Term Debt 
Shareholders Equity 


Operations 

Average Daily Production 
Crude Oil (bbls/d) 
NGLs (bbls/d) 
Natural Gas (Mcf/d) 
Total (boepd) 

Average Prices Received 
Crude Oil ($/bbl) 
Natural Gas Liquids ($/bbl) 
Natural Gas ($/Mcf) 
Total ($/boe) 


4,844 
473 
3,653 
8,970 
233 
3,192 
053 
048 
1,012 
0.17 
0.15 
4029 
3,754 
11,653 


525 
72 
3,632 
961 


25.26 
1797 
2.76 

2558 


1998 


1543 
353 
1774 
3,670 
116 
7Al 
0.24 
0.20 
(3,145) 
(1.00) 
(0.85) 
4758 
3,669 
9,357 


219 
72 
2462 
537 


19.30 
1348 

197 
18.72 


% Change 


214% 
34% 
106% 
144% 
101% 
331% 
121% 
140% 
132% 
117% 
118% 
(15%) 
2% 
25% 


Reserves, Proved and Probable Additional 
Crude Oil & NGLs (MbbIl) 
Natural Gas (MMcf) 
Total (Mboe) 


Land Holdings 
Net Acres 


Average Working Interest 


Common Shares Outstanding at Year End (in thousands) 


Weighted Average 
Basic Outstanding 
Fully Diluted 

Options Outstanding 
Warrants Outstanding 


Share price at year end 


Share Price Analysis - 199 


1999 


1,343 
16,440 
2,987 


76486 
5% 


5,987 
7089 
7724 


$150 


1998 


1,375 
13,257 
2,701 


103,612 
49% 


3,142 
5,872 
6,520 
415 
232 
$1.76 


% Change 
(2%) 


24% 
11% 


(26%) 


2000 Consolidation into Central and Northwestern Alberta 


M PRODUCTION 
Principal Producing Areas 
Average production for the 15 principal producing areas during the 
fourth quarter of 1999. 
Area Operated/ Gas NGLs Oj Equivalent 


| © Major Producing Area | 


Non-operated (Mofld) (bbl/d) (bbl/d) (boepd) 2000 Project Area ieee 
Erskine, AB Op 32 2 82 87 
Penhold, AB Op 619 10 77 
Red Willow, AB Op 74S 1 0 75 
Wapella, SK Op 0 0 61 61 ; 
Ingoldsby, SK Op 0 0 56 56 
Queensdale, SK Op/Non-op 26 0 48 51 i 
Calling Lake, AB Non-op 489 0 0 49 | 
Handsworth, SK Non-op 0 0 40 40 
Kakwa, AB Non-op 356 2 0 38 : 
Joarcam, AB Op 0 0 33 33 | 
Prevo, AB Non-op 165 6 9 32 
Gainsborough, SK Non-op 0 0 22 32 
Nipisi, AB Op 2 2, 27 29 
Minnehik, AB Op 224 0 6 28 
Fenner, AB Op 224 0 0 22 
‘Top 15 properties 2,882 23 399 710 
Balance 1,518 48 146 346 


Total 4A00 71 545 1,056 


1999 Major 


Producing Areas 


Ken Skea - VP Production —_ Angie Lyall - Land Mana: 


ger 


Andy Burnett - VP Exploration 


OPERATIONS 


In our 1998 Annual Report, we reported on a number of our new project areas. This 


year, we will provide you with brief update on these areas, provide a more detailed 


update on Penhold and introduce a new area in which we are working. 


Kakwa 


Red Willow 


Cairns 


Amigo 


Snipe Lake 


Jarvie North 


This well has been on production since October 1999 at a restricted 
rate of 8-10 MMcf/d (400-500 Mcf/d net to BelAir). To the end of 
February 2000, the well produced a total of 1000 MMcf of gas. The well 
was tied in to a low-capacity gathering system at little cost. This inline 
testing, followed by reservoir testing in 2000, will provide the operator 


sufficient data to optimize the developement of the field. 


* tied in four gas wells. 


* achieved average 745 Mcf/d net to BelAir in the fourth quarter of 1999. 


* tied in two gas wells in late 1999. 
* achieved average production of 250 Mcf/d net to BelAir during 


November and December. 


* recompleted this 6 boepd well, increasing its production to an 


average of 24 boepd net to BelAir during the fourth quarter of 1999. 
* did not tie-in due to insufficient productivity. 


* tested but not tied-in; production rates declined severely because of 
suspected bitumen plugging in the reservoir; currently reviewing 


remedial operation. 


Other Projects * completed a large number of projects in other areas throughout the 


year — in areas such as Fenn West, Fenner, Garrington and Long Coulee 


— that resulted in our exit production rate of 1,150 boepd. 


This year, we present two areas, Penhold and Crossfield, which are rapidly becoming 


focus areas for us. 


ey 

Penhold 
We acquired Pendhold in late 1998. During the fourth quarter of 1999, it became our 
second largest producing area, averaging 77 boepd. 
¢ Working Interest: 10% to 67% 
* Producing Wells: Four gas wells and two oil wells 
° Facilities: Gas production goes to two different plants, one in which 

BelAir owns a 7% working interest 
* Land Holdings: 12,798 acres (gross) 
* Reserves: Proved - 138 Mboe 

Proyed plus probable - 385 Mboe 
* Net Production: 620 Mcf/d of gas and 15 bbl/d of light oil and NGLs 

T36 

* 1999 Highlights: Completed a pipeline project to tie in two wells during the 

second quarter 

Constructed a second pipeline late in the year to bring on a 

third well 

Acquired 960 acres of land at Crown land sales this past year 
* Plans for 2000: Further reactivations and tie-ins are scheduled for the first half of 2000 

BelAir may drill up to four wells this year, depending on 

availability of plant capacity 

RIW5 R28 R27W4 
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Crossfield 
In early 2000, we acquired a 50% working interest in this property that produces 60 
boepd net to BelAir. The area has potential for development and exploitation 


through farm-ins and additional acquisitions. 


° Working Interest: 35% to 50% 
¢ Producing Wells: Three producing Elkton oil wells tied in to 


an oil battery with solution gas recovery and compression. 


° Facilities: BelAir acquired a 17% working interest in a 4 MMcf/d plant 
and a 29% working interest in a 1500 bbl/d battery 

e Land Holdings 960 acres (gross) 

° Reserves Proved - 164 Mboe 
Proved plus probable - 250 Mboe 

¢ Net Production 60 boepd 

* Plans for 2000 —_— Drill up to three wells 


Re-enter two wells 


Evaluate additional asset acquisition opportunities in the area 


Legend 
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Edina Wyborn, Receptionist 
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HM MANAGEMENT’S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


The following discussion should be read in conjunction with the financial 


statements commencing on page 22 of this annual report. 


Overview 

¢ In the first quarter of 1999, prices for crude oil reached near record lows. In this 
price environment, many oil and gas companies reduced capital budgets significantly 
and industry drilling activity declined substantially from the previous year. In 1999, 
BelAir continued to grow with average daily production increasing by 79% from 537 
boepd in 1998 to 961 boepd in 1999, and exit production reaching 1150 boepd. 

Cash flow for 1999 was $3.2 million, or $0.53 per share. 

In 1999, BelAir had net income of $1.0 million representing earnings of $0.17 per share. 


e 


Capital expenditures, net of dispositions, were $4.0 million. This resulted in a 1999 
“all-in” FD &A cost of $6.32 per boe. 

By the end of 1999, BelAir achieved a net debt to trailing cash flow ratio of 1.2. BelAir’s 
internally imposed ratio limit of net debt to forward cash flow is 1.5. 

¢ At the end of the third quarter of 1999, BelAir consolidated its common shares on a 
one for eight basis from 473 million shares to 59 million. 


* Despite a year of restricted access to equity markets for the oil and gas, BelAir raised 


$2.1 million in a flow-through share financing completed in December 1999. 


Undeveloped Lands 

The accumulation of undeveloped land is an important factor in the future prospects 
of an oil and gas company. BelAir’s exploration and development program is dependent 
upon its land position. At the end of 1999, BelAir’s undeveloped land position 


was as follows: 


1999 1998 

Avg. Aug. 

WI. WL 

Gross Acres Net Acres % Gross Acres Net Acres % 

Alberta 129,013 49,249 38 163,613 72,245 44 
British Columbia 5,732 1,062 19 Sey) 1,062 19 
Saskatchewan 31,836 25,508 80 37475 29,315 78 
Manitoba BHR) OG 18 4740 990 21 
Total 170,214 76486 45 211,560 103,612 49 


Reserves 

The Company’s reserves have been evaluated by 
the independent evaluation engineering firm of 
Martin & Brusset Associates, Petroleum Consultants 
(“Martin & Brusset”) as of December 31, 1999 (the 
“Report”). The Report evaluated all properties owned 
by BelAir that are producing or have been tested for 
production capability. BelAirs Board of Directors 
has been fully informed on management’ discussions 
with Martin & Brusset with regard to the scope of 
the Report, the meetings held with management of 
BelAir, including any disagreements, and the risk 
areas in the Report. The Board met independently with 
Martin & Brusset to receive its report and was 
satisfied with the process undertaken in the 


preparation of the Report. 


Iris Matzeit - Intermediate Accountant 
Wayne Wilson - VP Corporate Development 


Lan Tran - Finance Acco: 


In 1999, BelAir replaced produced reserves of 351 Mboe and added an additional 
286 Mboe of proved and probable additional reserves. Consistent with the objective of 
BelAir’s 1999 capital program to bring non-producing reserves on stream, a net 249 
Mboe of proved non-producing reserves were converted to proved producing reserves 
during 1999, 

The volumes and present values of BelAir’s petroleum and natural gas reserves have 
been evaluated as at December 31, 1999, in the Report. The 1999 reserve volumes 
presented in the following tables represent an increase in proved reserves to 1,998 
from 1,992 Mboe while proved plus probable additional reserves increased by 11% to 
2,987 from 2,701 Mboe. The reserves replacement ratio is 1.0 times on a proved basis and 
1.81 times on a proved and probable additional basis. Of the total proved and probable 


additional reserves that were added, 71% were natural gas and 29% were oil and NGLs. 


The reserves additions were added through drilling and low-cost completions and 


re-completions of capped or suspended wells. The Report estimates additional capital 
of $10 million will be required to bring proved non-producing reserves into production 
plus $1.2 million to bring probable additional reserves into production. Projected 
capital to be spent in 2000 is $1.1 million. 

Based on the average 1999 production rate of 961 boepd, the reserve life index is 
5.7 years for the proved reserves and 85 years for proved plus probable additional 
reseryes. BelAir’s objective in 1999 was to optimize its reserve holdings by bringing 
into production much of its proved non-producing and probable additional reserves. 
The present value of reserves is based on estimates of annual reserves production and 


related prices and costs including additional required capital expenditures. 


The following prices were used to calculate the reserves value: 


2000 2001 2002 
Crude oil (US$ WTI/bbl) $21.00 $20.00 $20.00 
Natural gas *(C$/MMBtu) $2.65 $2.70 $2.80 


*Average plant-gate, Alberta Par Price 


BerAirs working interest in reserves before royalties are as follows: 


Summary of Reserves Volumes as at December 31, 1999 


2003 2004 
$21.00 $21.50 
$2.85 $290 


Net Present Value of Net Production Revenue 
(in thousands of dollars) Before Income Taxes, Escalated Prices! 


Crude Oil NGLs Natural Gas Total Discount Rates 
Mbbl Mobbl MMcf Mboe 0% 10% bB% 20% 
Proved Producing 731 86 7206 1,538 19,046 13,671 12,158 11,016 
Proved Non-Producing 10 63 3,868 460 4292 2,675 2,196 1,834 
Total Proved 7Al 149 11,074 1998 23,338 16,346 14,354 12,850 
Probable Additional (Unrisked) 395 58 5,366 989 12,292 7430 6,133 9,192 
Total Proved+Probable Additional 1,136 207 16,440 2.987 35,630 23,776 20487 18,042 


1. The yalues shown may not necessarily be the fair market value of reserves. 


Corporate Reserves 


Proved Probable Total Capital FD&A Rolling 
(Mboe) (Mboe) (Mboe) Expenditures Costs/boe Average 
(000s) FDe&A 
Costs/boe 
Reserves December 31, 1996 0 0 0 
Net Reserves Additions 804 350 1,154 $4,839 $4.19 $4.19 
Less: 1997 Production (24) (24) 
Reserves December 31, 1997 780 350 1,130 
Reserves December 31, 1997 780 350 1,130 
Net Reserves Additions 1407 359 1,766 $11,679 $6.61 $5.66 
Less: 1998 Production (195) (195) 
Reserves December 31, 1998 1992 709 2,701 
Reserves December 31, 1998 1992 709 2,701 
Net Reserves Additions 357 280 637 $4,028 $6.32 $5.78 
Less: 1999 Production (351) (351) 
Reserves December 31, 1999 1998 989 2,987 
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Net Asset Value 
The Company’ net asset value, using annual cash flows discounted at 15%, increased 


by 13% to $2.48 in 1999 from $2.20 in 1998. 


Net Asset Value (in millions of dollars) 1999 
Discount Factor 10% b% 
Proved Reserves 164 144 
Probable Additional Reserves (50%) Bhi oul 
Proved+50% Probable Additional Reserves 20.1 175 
Undeveloped Land (market value) 38 38 
Working Capital Surplus (deficiency) 0.1 0.1 
Long-term Debt (3.8) (3.8) 
Net Asset Value 20.2 176 
Common shares outstanding at year end 

(in millions of shares) 7 vAl 
Net asset value per share $2.85 $248 


Operations 


1998 
10% 15% 
128 109 

19 15 
14D 
5.2 52) 
(09) (09) 
(Gi) (ey) 
53 130 
59 59 
$259 $2.20 


The following is a comparison of key operational statistics for 1999 and 1998: 


1999 
Sales 
Oil (bbl/d) 525, 
NGLs (bbl/d) 72 
Gas (Mcf/d) 3,632 
Total boepd 961 


1998 


219 
72 
2462 
537 


% change 


140% 
0% 
48% 
79% 


1999 
Prices 
Oil ($/bbl) $25.26 
NGLs ($/bbl) $1797 
Gas ($/Mcf) $2.76 
$/boe $2558 
Financial per boe 
Oil and Gas Revenue $2558 
Royalties Expense $555 
Operating Expense $6.84 
Netback $13.19 
General & Administrative Expense $354 
Interest Expense $093 
Cash Flow from Oil and Natural Gas Operations $8.72 
Other Income, net $0.38 
Cash Flow $9.10 
Depletion, Depreciation Expense $6.02 
Site Restoration Expense $049 
Add Non-cash Gain $0.30 
Net Income $2.89 
*includes ceiling test write down of $12.75/boe 
Shares 
Weighted Avg. Outstanding 5,986,508 
Weighted Avg. Fully Diluted 6,643,165 
Basic Outstanding at Year End 7,088,659 
Fully Diluted at Year End 723,659 
Cash Flow (basic) $053 
Cash Flow (fully diluted) $048 
Earnings per Share (basic) $0.17 
Earnings per Share (fully diluted) $0.15 


1998 


$19.30 
$1348 

$197 
$18.72 


$18.72 
$394 
$6.70 
$8.08 
$4.13 
$0.76 
$3.19 
$059 
$3.78 
$19.45* 
$0.37 


($16.04) 


3,142,231 
3,691,438 
5,872,144 
6,519,540 


$0.24 
$0.20 


($1.00) 
($0.85) 


% change 


31% 
33% 
40% 
37% 


37% 
A1l% 
2% 
63% 
(14%) 
22% 
173% 
(36%) 
141% 
(69%) 
32% 


118% 


1% 
80% 
21% 
18% 


121% 
140% 


117% 
118% 


Oil and Gas Revenue 


Despite low crude prices in the first part of the year, blended commodity prices averaged 
$2558 per boe in 1999, compared to $18.72 per boe in 1998. Average prices for the year 
were brought up significantly in the final three months of 1999. During the fourth quarter 
of 1999, BelAirs average oil price was $34.05 per bbl and natural gas prices averaged $3.16 
per Mcf, compared to $16.06 and $2.37 for oil and natural gas average prices respectively 
in the fourth quarter of 1998. Revenues in 1999 were derived 54% from crude oil sales, 5% 
from NGLs sales and natural gas sales contributed 41%. 


Royalties 

Royalties associated with product revenues amounted to $1,945,357 or $555 per boe 
compared to $772,386 or $394 per boe in 1998. Royalties as a percentage of revenue 
in 1999 and 1998 remained unchanged at 21%. 

Royalties as a percentage of revenue are expected to decrease in 2000. With a greater 
emphasis on drilling in the 2000 capital budget, BelAir expects that more royalties 
will be eligible for the Alberta Royalty Tax Credit claim. 


Operating Expenses 

Operating expenses increased 2% in 1999 to $6.84 per boe from $6.70 per boe in 
1998. BelAir expects to lower operating costs on a per boe basis with the sale of non- 
strategic, non-operated properties that are also associated with higher cost opera- 


tions where BelAir cannot exercise operational control over expenditures. 


Other Income 

Other income for the year amounted to $233,309, an increase of 100% over 1998, Other 
income is primarily earned by processing and transporting third party products plus a one 
time $100,000 non-cash gain on the settlement of a debenture redeemed on July 1, 1999. 


General and Administrative Expense 

General and Administrative (G&A) costs on a unit of production basis have 
decreased 14% to $3.54 per boe in 1999 from $4.13 per boe in 1998. BelAir expects to 
hold the line on G&A costs at 1999 levels resulting in a decrease on a per boe basis as pro- 
duction increases. Capitalized G8cA expense in 1999 amounted to $102,847 or 8% of 
total G&A costs. In 1998, BelAir capitalized $154,766 or 16% of its G&A costs. 
BelAir expects to capitalize 15% of its G&A costs in 2000. 


Interest and Long-Term Debt 

BelAir has credit facilities with the National Bank of Canada in the amount of $10 
million consisting of a revolving line-of-credit of $6 million, which was drawn to $3.8 
million at year end, and a $4 million non-revolying line-of-credit to facilitate the 
acquisition of proven producing reserves and for projects that specifically convert non- 
producing reserves to producing. At year end, the acquisition line was undrawn; however, 
during 1999, BelAir utilized it to fund various well re-completions and pipeline tie-ins, 
primarily to bring into production shut-in or capped natural gas reserves. Ultimately, 
the proven non-producing reserves brought on stream by these projects were included 
in the increase in proven producing reserves in 1999 that supported an increase in the 
availability of the revolving line-of-credit from $5 million to $6 million in October, 
1999. In 2000, BelAir intends to spend $8.8 million in capital expenditures funded 
largely from its cash flow and from bank financing. BelAir expects to fully utilize its 
present revolving credit line by the end of 2000 to fund its capital requirements. 

BelAir expects prime interest rates to continue to rise in 2000 over the bank prime 
rate of 65% at the end of 1999, As a precaution against higher future interest rates, 
BelAir fixed the interest cost of its core debt by issuing a $3 million bankers’ 
acceptance for a term of one year to January 2001 fixing the effective interest rate cost 


at 746%. In February 2000, bank prime rates increased 25 basis points, making the 


effective cost of prime based borrowings higher than the rate at which BelAir locked in. 


Depletion, Depreciation and Site Restoration 
Depletion and depreciation costs were $2.1 million for 1999, equating to $6.02 per 
boe compared to $6.70 per boe in 1998. Future site-restoration (non-cash) costs were 


$170,565 in 1999 compared to $73,345 in 1998. 


Income Taxes 

BelAir had no current income taxes payable in 1999. BelAir has sufficient tax pools 
to offset any current taxes payable. Tax pools at the end of 1999 total approximately $14.2 
million. BelAir issued flow-through shares in 1999 to take advantage of tax pools which 
are not immediately required by the Company and renounced to the holders of 


flow-through shares. 


Net Earnings 

Net earnings for the year ended December 31, 1999 amounted to $1.0 million or $0.17 
per weighted average share outstanding compared to a net loss in 1998 of $3.1 million or a 
loss of $100 per weighted average share outstanding. In 1998, BelAir took a ceiling test 
write-down of $25 million that was entirely the result of low oil prices at the end of the 
year. There was no impairment of reserves in 1998. Oil prices recovered significantly by year 
end 1999 and the ceiling test calculation at the end of 1999 determined that estimates 
of future net revenues exceeds the net book value of all of BelAir’s properties to the 


extent that a significant ceiling test cushion was in place at December 31, 1999. 


Cash Flow 

Cash flow in 1999 was $3.2 million, greater than four times the cash flow of $07 million 
in 1998. BelAir benefited from a 79% increase in average daily production to 961 boepd 
from 537 boepd in 1998 and an increase in average oil and natural gas prices. BelAir received 
an average price per boe of $25.58 in 1999 compared to $18.72 in 1998. On a weighted average 
share outstanding basis, cash flow was $0.53 per share in 1999 compared to $0.24 per share 
in 1998, an increase of 121%. 


Capital Expenditures 


BelAir’s capital expenditures net of dispositions in 1999 were 15% lower than in 1998. 
Capital expenditures related to exploration and development in 1999 were $4.0 million 
compared to $4.8 million in 1998. BelAir delayed capital expenditures related to the 
development of oil reserves until prices recovered in the second half of 1999. With the 
volatility of oil prices, BelAir implemented a strategy to deploy its capital in activities 


targeting low risk, low cost natural gas reserves that resulted in immediate cash flow. 


Liquidity and Capital Resources 

Cash flow was $3.2 million and BelAirs debt, net of working capital, was $36 million 
at year end resulting in net debt to cash flow ratio of 1.1:1, well below the Company's 
internally imposed limit of debt to forward cash flow of 15:1. BelAir has a $6 million 
revolving credit facility with a Canadian chartered bank. The availability of this credit 
facility was increased at mid-year from $5 million to $6 million as more production 
was brought on stream in 1999. 

In December 1999, BelAir issued 1.25 million shares at $1.70 per share in a flow- 
through share financing to raise $2.125 million. Proceeds of the financing were used 
to fund oil and gas development activities in the remainder of 1999 and will fund 
future exploration and development activities in 2000. 

In 1999, BelAir renounced $2.125 million in Canadian exploration and 
deemed Canadian exploration expense to flow-through shareholders. 

Access to equity capital markets was restricted for the oil and gas industry in 1999 
and BelAir expects that this will continue into 2000 notwithstanding, the resurgence 
of oil prices and the continued strength in natural gas prices. BelAir has taken this 
into consideration in its planning for 2000. 

BelAir’s 2000 capital program will be $8.8 million and will be financed from cash 


flow and available bank financing within the 1.5:1 debt to forward cash flow parameter. 


Risk Management 


The oil and gas industry is subject to uncertainties and risks related to commodity 
prices, product market demand, operations, exploration success, transportation 
interruptions, foreign exchange and interest rates, government regulation and taxes 
and environmental and safety concerns. 

BelAirs management recognizes that although these risks may not be controlled, 
they can be monitored and mitigated. 

The recognition of these risks and the knowledge of the ways to mitigate these risks 
are related directly to experience of the management team. Each member of the 
BelAir executive management team has at least 20 years of direct experience in the 
oil and natural gas industry. 

BelAir employs highly qualified and experienced professionals, maintains a strong 
and flexible financial position, is proactive in implementing environmental and safety 
operating procedures and continues to focus on low cost reserve additions and cash 
flow optimization to sustain future growth. 

Commodity price fluctuations can be offset by maintaining a balanced portfolio 
of oil and gas reserves and production. BelAir can protect itself from the negative 
effects of the volatility of commodity prices by the use of market instruments that 
can insure future prices. In 2000, BelAir has insured itself against the downside risk 
of low commodity prices. BelAir has entered into minimum price contracts 
establishing a “floor” to ensure a minimum price of $1800 US WTI for 500 bbl/d 
of oil until December 31, 2000 and $240 per GJ for 4000 GJ per day (approximately 
equivalent to 3.8 MMcf/d) of natural gas until November 1, 2000. The cost of this 
“insurance” is $049 US per barrel and $0,0375 per GJ. BelAir does not have any 


hedges in place that will limit the upside potential in oil or gas pricing. 


Exploration and acquisition risk is managed by employing experienced technical 
professionals and exploring or acquiring in the areas where they have expertise and 
experience. Extensive geological, geophysical, engineering, environmental and financial 
analyses are performed prior to drilling or acquiring new prospects. 

BelAir mitigates certain risks by operating in geographical areas characterized by low 
finding and development costs. BelAir is concentrating its exploration and acquisition 
program to central and northcentral Alberta and will be divesting in areas that are 
not consistent with BelAirs technical expertise. 

Operational risk is managed where possible by becoming the operator of jointly 
operated properties as a means of maintaining control over the timing of capital 
expenditures, operational decisions and costs. BelAir intends to continue to increase 
its interests in identified key properties while divesting itself of low-interest properties 
where operatorship would not be available and the properties do not fit into BelAirs 
focus areas. In 1999, BelAir increased the number of properties it operated. Of its 
top 15 producing properties in 1999, BelAir operated nine of these properties compared 
to six in 1998. Going forward, BelAir will operate its exploration program by 
maintaining an average of 50% working interest in its projects. 

The sensible use of bank financing is an integral part of BelAir’ capital structure. 
BelAir limits the amount of debt it will bring into the capital structure to its ability 
to generate cash flow. BelAir limits the amount of net debt it will carry to 15 times 
forward cash flow. The risk of an increase in the cost of debt financing can be 
mitigated by the use of financial instruments that fix interest rates at current levels 
when interest rates are expected to rise. In January 2000, BelAir fixed the rate on 
$3.0 million of its $3.8 million debt for one year in anticipation of interest rate hikes. 

To manage environmental risks, BelAir complies with all environmental regulations 
under the various jurisdictions that administer environmental policy in the areas that 


BelAir carries out field operations. Environmental reviews are completed as part of 


BelAir’s due diligence when property acquisitions are contemplated. 


A a le LD 


BelAir has implemented a safety and environmental policy that is designed, at a 


minimum, to comply with current governmental regulations for the oil and gas 
industry. Employees and field contractors follow BelAir’s environmental and safety 
manual and the policies set out by occupational health and safety regulations. 

BelAir is committed to minimizing the effects of our activities on the environment and 
to protecting our employees and contractors. BelAir continually monitors government 
standards to ensure compliance with any changes to these policies and regulations. 
BelAir has a formal emergency response plan detailing procedures that employees 
and contractors must follow in the event of an operational emergency. 

An Environmental and Safety Committee, consisting of Officers and Directors of 
BelAir, reports to the Board of Directors on a regular basis. 

Finally, BelAir carries adequate insurance to cover identifiable risks and potential 
liabilities related to field and office activity as well as coverage for personnel and 
directors executing their corporate duties. BelAir maintains comprehensive insurance 


to cover risks of well blow-outs and pollution. 


Sensitivities to Commodity Prices, US Exchange Rates and Interest Rates 


2000 Budget Cash Flow Earnings 

Assumption Change Effect Effect 
WTI crude oil price (US$) $19.00 $1.00 $250,000 $250,000 
Natural gas price (C$) $250 $0.10 $250,000 $250,000 
US$ Exchange rate $0.69 $0.01 $63,000 $63,000 


Prime interest rate 70% 1% $72,000 $72,000 


Year 2000 Issue 

Uncertainty due to the Year 2000 issue arose because many computerized systems 
use two digits rather than four to identify a year. Date-sensitive systems may recognize 
the year 2000 as 1900 or some other date resulting in errors when information is 
processed. In addition, similar problems may arise in some systems which use certain 
dates in 1999 to represent something other than a date. Although the change in date 
has occurred, it is not possible to conclude that all aspects of the Year 2000 issue that 
may affect the entity, including those related to customers, suppliers, or other third 
parties, have been fully resolved. 

In 1999, BelAir’s management reviewed the potential impact that the Year 2000 
issue may have on its operations and determined that no mission critical operations 
of BelAir would be impaired. With BelAir’s 1999 year end now closed, BelAir has 
been able to determine with certainty that no problems with BelAirs records have 


occurred as a result of Year 2000 issue. 


Management’s Report 


The accompanying financial statements and all information in the Annual Report 


are the responsibility of management. The financial statements have been prepared 
by management in accordance with the accounting principles generally accepted in 
Canada as outlined in the notes to the financial statements. Financial statements 
include certain amounts based on estimates and judgements. Management has determined 
such amounts on a reasonable basis in order to ensure that the financial statements 
have been prepared within acceptable limits of materiality. Financial information 
presented throughout the Annual Report has been prepared and reviewed by 
management to ensure it is consistent with that shown in the financial statements. 

Management is responsible for the integrity of the financial statements. 
Management maintains appropriate systems of internal control. Policies and 
procedures are designed to give reasonable assurance that transactions are appropriately 
authorized, assets are safeguarded and financial records are properly maintained to 
provide reliable information for the preparation of financial statements. 

The Board of Directors is responsible for ensuring that management fulfills its 
responsibilities for financial reporting and is ultimately responsible for reviewing and 
approving the financial statements, principally through the Audit Committee. 

The Audit Committee is appointed by the Board of Directors and is comprised of 
a majority of independent directors which are not employees of the Company. The 


Audit Committee meets regularly with management, as well as the external auditors, 


to discuss internal controls over the financial reporting process, auditing matters and 


financial reporting issues, to satisfy itself that each party is discharging its responsibilities 
and to review the financial statements and the external auditor’ report. 

KPMG LIP, an independent firm of Chartered Accountants, has been engaged, as 
approved by a vote of the shareholders, to audit the financial statements in accordance 
with generally accepted accounting standards in Canada and provide an independent 
professional opinion on the financial statements. Their examination includes a review 
and evaluation of the Company’ system of internal control and such tests and procedures 
as considered necessary to provide reasonable assurance that the financial statements 
are presented fairly. 

The financial statements including the notes have been approved by the Board of 


Directors on the recommendation of the Audit Committee. 


ils 


Victor M.Luhowy 
President and CEO 


Ken D, MacRitchie 
Vice President, Finance and CFO 
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BELAIR ENERGY CORPORATION 
Years ended December 31, 1999 and 1998. 


H@ AUDITORS' REPORT TO THE SHAREHOLDERS 


We have audited the balance sheets of BelAir Energy Corporation as at December 
31, 1999 and 1998 and the statements of operations and deficit and cash flows for the 
years then ended. These financial statements are the responsibility of the 
Corporation's management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing 
standards. Those standards require that we plan and perform an audit to obtain 
reasonable assurance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation. 

In our opinion, these financial statements present fairly, in all material respects, the 
financial position of the Corporation as at December 31, 1999 and 1998 and the 
results of its operations and its cash flows for the years then ended in accordance with 


Canadian generally accepted accounting principles. 
Kp AG vee 
Chartered Accountants 


Calgary, Canada 
March 7, 2000 


MBalance Sheets 
December 31, 1999 and 1998. 


Assets 
Current assets: 


Accounts receivable 


1999 1998 


$ 3,117,011 $ 1,760,033 


Prepaid expenses 456,371 105,128 
Current portion of notes receivable (note 3) 18,905 17,986 
3,592,287 1,883,147 

Notes receivable (note 3) - 18,905 
Capital assets (note 4) 15,720,379 14,247,328 


Liabilities and Shareholders’ Equity 


Current liabilities: 
Accounts payable and accrued liabilities 


$ 19,312,666  $ 16,149,380 


$ 3478564 $ 2,597,221 


Debenture payable (note 6) - 175,000 
3,478,564 2,772,221 
Bank loan (note 5) 3,753,860 3,669,036 
Provision for future site restoration 426,986 351,195 
Shareholders’ equity (note 7) 
Share capital 13,838,843 12,554,978 
Deficit (2,185,587) (3,198,050) 
11,653,256 9,356,928 


Commitments (note 9) 
Subsequent event (note 13) 


See accompanying notes to financial statements. 


On behalf of the BelAir’s Board of Directors: 


il 


Victor M Luhowy, Director 


$ 19,312,666  $ 16,149,380 


oo 


he 


Owen Pinnell, Director 


@ Statements of Operations and Deficit 
Years ended December 31, 1999 and 1998. 


1999 1998 
Revenue: 
Petroleum and natural gas sales $ 8,970,416 $ 3,670,290 
Royalties (1,945,357) (772,386) 
Other 233,309 116,391 
7,258,368 3,014,295 
Expenses: 
Operating 25099530) 1,314,331 
General and administration 1,241,882 810,636 
Interest on long-term debt 324467 148,589 
Provision for site restoration 170,565 73,345 
Depletion, depreciation and amortization 2,109,461 3,812,917 
6,245,905 6,159,818 
Net income (loss) 1,012,463 (3,145,523) 
Deficit, beginning of year (3,198,050) (52,527) 
Deficit, end of year $(2,185,587) $(3,198,050) 
Per share amounts: 
Basic $ ay $ (0.13) 
Fully diluted $ 215) $ (0.13) 


See accompanying notes to financial statements. 


M@ Statements of Cash Flows 


Years ended December 31, 1999 and 1998. 


1999 1998 
Cash provided by (used in): 
Operations: 
Net income (loss) $ 1,012,463 $ (3,145,523) 
Item not involving cash: 
Depletion, depreciation and amortization 2,109,461 3,812,917 
Provision for site restoration 170,565 73,345 
Non-cash gain on settlement of debenture (100,000) = 
Funds flow from operations 3,192,489 740,739 
Change in non-cash operating working capital (826,878) 602,265 
2,365,611 1,343,004 
Financing: 
Issue of share capital 2,075,583 629,028 
Share issue costs (345,718) (253,950) 
Bank loan 84,824 2,409,036 
Debenture payable (75,000) - 
Note receivable 17986 17109 
1,757,675 2,801,223 
Investments: 
Business acquisition (note 2) = (159,565) 
Exploration and development (4489,675) (5,856,350) 
Proceeds on sale of petroleum and natural gas properties 461,163 798,412 
Site restoration expenditures (94,774) (2,543) 
(4,123,286) (5,220,046) 
Decrease in cash 2 (1,075,819) 
Cash, beginning of year - 1,075,819 


Cash, end of year 


See accompanying notes to financial statements. 


HM Notes to Financial Statements 
Years ended December 31, 1999 and 1998. 


1. Significant accounting policies 
(a) Capital assets 


The Corporation follows the full-cost method of accounting for oil and gas 
operations, whereby all costs of exploring for and developing oil and gas properties 
and related reserves are capitalized. Such costs include land acquisition costs, 
cost of drilling both productive and non-productive wells, and geological and 
geophysical expenses and related overhead. 

Capitalized costs, excluding costs relating to unproven properties, are depleted 
using the unit-of production method based on estimated proven reserves of oil and 
gas before royalties as determined by independent petroleum engineers. For 
purposes of the depletion calculation, natural gas reserves and production are 
conyerted to equivalent volumes of crude oil based on relative energy content. 
The Corporation applies a “ceiling test” to capitalized costs to ensure that the 
net costs capitalized do not exceed the estimated future net revenues from the 
production of its proven reserves, plus the cost of undeveloped lands, less 
impairment. Future net revenues are calculated at year end prices and include 
an allowance for estimated future general and administrative expenses, interest 
expense, income taxes and capital expenditures. 

Gains or losses on the disposition of oil and gas properties are not ordinarily 
recognized except under circumstances which result in a change in the deple- 
tion rate of 20% or more. 


Depreciation of furniture and office equipment is provided using the straight- 


line method based upon estimated useful lives at rates of 10% to 35%. 


(b) Interest in joint ventures 


Substantially all of the Corporation's oil and gas exploration and development 
activities are conducted jointly with others and, accordingly, the financial statements 


reflect only the Corporation's proportionate interest in such activities. 


(c)Future site restoration and abandonment costs 


Site restoration and abandonment costs are provided for over the life of the 
estimated proven reserves on a unit-of-production basis. Costs are estimated 
each year by management in consultation with the Corporation's engineers 
based on current regulations, costs, technology and industry standards. The 
period charge is expensed and actual site restoration and abandonment 


expenditures are charged to the accumulated provision account as incurred. 


(d) Measurement uncertainty 


The amounts recorded for depletion, depreciation and amortization of petroleum 
and natural gas properties and equipment and the provision for future site 
restoration and abandonment costs are based on estimates. The ceiling test is 
based on estimates of proved reserves, production rates, oil and gas prices, future 
costs and other relevant assumptions. By their nature, these estimates are subject 
to measurement uncertainty and the effect on the financial statements of changes 


in such estimates in future periods could be significant. 


(e)Per share amounts 


Per share amounts are calculated using the weighted average number of shares 
outstanding during the year. Fully diluted per share calculations reflect the 
exercise of options and warrants at the later of the date of issuance or the beginning 
of the year. Anti-dilutive options and warrants are not included in the calculation. 

(PFlow-through shares 

The resource expenditure deductions for income tax purposes related to 
exploratory and development activities funded by flow-through share arrangements 
are renounced to investors in accordance with tax legislation. Petroleum and 
natural gas properties and share capital are reduced by the estimated cost of the 
renounced tax deductions when the expenditures are incurred. 

(g)Deferred income taxes 

The Corporation follows the deferral method of tax allocation accounting 
under which the provision for corporate income taxes is based on the earnings 
(loss) reported in the accounts and takes into account the tax effects of timing 


differences between financial statement income (loss) and taxable income. 


2. Business acquisition 
Effective November 1, 1998, under a plan of arrangement, the Corporation, 
through its wholly-owned subsidiary, Impala, acquired all of the issued and 
outstanding shares of Granger Energy Corp. The acquisition was accounted for 
using the purchase method with the results of operations being included from the 


date of acquisition. 


Allocated: 
Capital assets $ 7,654,372 
Current assets 379,306 
Current liabilities (26,763) 
Provision for site restoration (238,730) 
Long-term debt hae (850,000) 
$ 6,918,185 
Cost of acquisition: 
Share capital issued $ 6,758,620 
Cash paid to dissenting shareholders 159,565 
$ 6,918,185 


3. Notes receivable 
The notes receivable are due from Officers and Directors of the Corporation. 
Interest on the notes is calculated monthly at 5% per annum in arrears commencing 
January 15, 1998. The notes are repayable in blended installments aggregating $808 
payable twice monthly until December 31, 2000. The notes are secured by an 
assignment of 7500 Common Shares of the Corporation which are releasable to 
the borrower as principal payments are made, provided that, at the time of the 


release, the value of the remaining security is at least 1.25 times the principal 


amount outstanding. 


4, Capital assets 
Accumulated 
depletion, 
depreciation Net book 
1999 Cost and amortization value 
Petroleum and natural gas 
properties and equipment $ 21,470,285 $5,951,932 $15,518,353 
Furniture and office equipment 320,690 118,664 202,026 
$ 21,790,975 $6,070,596 $15,720,379 
= 1998 
Petroleum and natural gas 
: properties and equipment $ 17,884,380 $ 3,927300 $13,957,080 
Furniture and office equipment 324083 33,835 290,248 
$ 18,208,463 $ 3,961,135  $14,247328 


$1455/bbl for crude oil and $2.21/Mcf for natural gas. 


The costs of unproven lands at December 31, 1999 of $3,187000 (1998 - 


$3,800,000) have been excluded from the depletion calculation. 


As at December 31, 1999 the estimated future site restoration costs to be accrued 
over the life of the remaining proved reserves are $2,100,000 (1998 - $1,366,000) of 
which $170,565 (1998 - $73,345) is included in depletion and depreciation in the 


current year. 


The net recoverable amount calculated under the full-cost accounting guideline 
exceeded the net book yalue of petroleum and natural gas properties at December 31, 1999. 
Asa result of a ceiling test calculation as at December 31, 1998, it was determined 
that the net book value of the Corporation's petroleum and natural gas properties 
exceeded the net recoverable amount calculated under the full-cost accounting 
guideline and a write-down of $2,500,000 was recorded as additional depletion. 


In 1998, the yearend ceiling test was computed using December prices of 


5. Bank loans 
The Corporation has available the following credit facilities with a chartered bank: 


1999 1998 
Reyolving demand loan to a maximum of $6,000,000 
bearing an interest rate of prime plus 74% $ 3,753,860 $3,669,036 
Non-revolving demand acquisition loan to assist in 
financing oil and gas property acquisitions to a 
maximum of $4,000,000 bearing interest at 
prime plus 1% - - 


‘Treasury/swap risk line, for the purchase of various 
interest rate, foreign exchange and energy commodity 
swaps and forwards to a maximum amount of 
$2,500,000 and a maximum term of 48 months to 
be settled by the terms of the contract - - 


$ 3,753,860 $3,669,036 


The loans are secured by a general assignment of book debts and a $20,000,000 
first fixed and floating charge debenture on all assets. The Corporation is required 
to meet certain financial and engineering reporting requirements. The loans are subject 
to an annual review. The next annual review will be undertaken before April 30, 
2000. Though the loans are of the demand nature, the bank does not foresee calling 
the loans within the current fiscal year therefore these loans have been classified as 


long-term. 


6. Debentures payable 
Asubordinated debenture in the amount of $175,000 due July 1, 1999 was issued 


to the vendor of certain oil and gas properties. Interest was payable semi-annually 
at a rate of 6% per annum. The repayment amount was calculated using a straight-line 
formula with $175,000 being repaid if trading value of the shares of the Corporation 
was equal to or greater than $040 and $75,000 being repaid if the trading value 
was equal to $0.25 or less. The debenture payable was secured by a general security 
agreement covering all present and future assets of the Corporation. The debenture 
amount repaid was $75,000 because the average trading value of the Corporation's 


shares in the 10 days prior to repayment was equal to $0.25 or less. 


7. Capital stock 
(a)Authorized 
Unlimited number of voting Common Shares 


Unlimited number of non-voting First Preferred Shares, issuable in series 


(6)Common Shares issued 


Number of 


Shares Amount 
Balance, December 31, 1997 2,184,621 $ 3,908,982 
Common Shares issued on exercise of Special 
Warrants (iv) 281,250 1,012,500 
Flow-through shares issued on exercise of Special 
Warrants (iv) 281,250 1,012,500 
Issued on business acquisition in 1997 71,457 156,298 
Issued on business acquisition (note 2) 2,741,092 6,758,620 
Issued on consideration of services TATS 21,528 
Flow-through shares issued 298,750 597500 
Exercise of stock options 6,250 10,000 
‘Tax effect of flow-through shares = (669,000) 
Share issuance costs - (253,950) 
Balance, December 31, 1998 5,872,145 12,554,978 
Flow-through shares issued 1,250,000 2,125,000 
Issued on private placement 37514 60,000 
Shares repurchased and cancelled (71,000) (109,417) 
‘Tax effect of flow-through shares - (446,000) 
Share issuance costs Z (345,718) 
Balance, December 31, 1999 7,088,659 $ 13,838,843 


On September 27, 1999, the Corporation consolidated its Common Shares on a 


1 for 8 basis. The above information has been restated to give retroactive 


application to the consolidation. 


7. Capital stock (continued) 


(c)Stock option plan 


The Corporation has a fixed stock option plan in which the Corporation may 


grant options to its employees for up to 10% of the issued and outstanding shares 


of common stock. Under this plan, the exercise price of each option equals the 


market price of the Corporation’s stock on the date of grant and an option’s 


maximum term is five years. Options are granted periodically throughout the 


year. The Corporation’s Directors and Officers’ options’ vest immediately and 


employees’ vest one third a year for three years. 


| 

= 

5 

= Number 

: of 

z options 

=| Stock options outstanding, 

= beginning of year 415,250 

= Granted 232,500 

= Exercised - 

4 Cancelled (12,500) 

= Stock options outstanding, 

24 end of year 635,250 
Exercisable at year end 615,667 
(d)Broker options 


weighted average exercise price, are summarized below: 


1999 


Weighted 
average 
exercise 


price 


$ 2.29 
1.62 


Number 
of 
options 
116,625 
307,500 
(6,250) 
(2,625) 


415,250 
402,750 


Changes in the number of options, including brokers’ options, with their 


Weighted 
average 
exercise 

price 


$ 2.30 
DOW 


1.60 
6.05 


$ 2.29 
$ 2.27 


In conjunction with the 1,250,000 flow-through shares issued, the Corporation 


has issued 125,000 broker options. The options may be exercised at $1.70 per 


share expiring on June 3, 2001. 


(e)Shares in escrow 


Of the Common Shares issued to date, 217500 shares are held in escrow and 


may not be released from escrow and traded without the written consent of the 


appropriate regulatory authorities. 


8. Income taxes 


The provision for income taxes differs from the amount obtained by applying 


the combined Federal and Provincial income tax rate of 44.6% to income before 


income taxes. The difference relates to the following items: 


1999 
Statutory tax rate: 446% 
Expected recovery $ 451,761 
Non-deductible crown charges 455,341 
Resource allowance (492,636) 
Non-deductible depletion 287,110 
Other 3,887 
Benefit of losses not recognized (recognized) (705,463) 


1998 
446% 
$(1,402,903) 
185,070 
(128,062) 
633,725 
3,328 
708,842 


$ = 


$ = 


Capital assets with a net book value as at December 31, 1999 of $5,700,000 


(1998 - $5,200,000) have a nominal value for income tax purposes as a result of 


business acquisitions and flow-through share issues. 


At December 31, 1999, the Corporation had approximately $14,238,000 of resource 


and other unused income tax pools available to offset future taxable income. 


As at December 31, 1999, the Corporation has a commitment to renounce 
$1,722,500 (1998 - $597,500) of income tax attributes associated with oil and gas 


exploratory and development activities. 


9, Commitments 


The minimum rentals payable under long-term office leases and office equipment, 


exclusive of certain operating costs, for which the Corporation is responsible are as follows: 


2000 $ 71,031 
2001 75,243 
2002 101,649 
2003 106,929 
2004 106,929 

$461,781 


10. Financial instruments 


(a)Foreign currency exchange risk 


The Corporation is exposed to foreign currency fluctuations as crude oil and 


natural gas prices received are referenced to US dollar denominated prices. 
(b) Credit risk 
A substantial portion of the Corporation’ accounts receivable are with customers 
and joint venture partners in the oil and gas industry and are subject to normal 
industry credit risks. Purchasers of the Corporation’ natural gas, crude oil and 
natural gas liquids are subject to an internal credit review to minimize the risk 
of non-payment. 
(c) Commodity risk 
The Corporation seeks to reduce its exposure to commodity price risk in its 
business through the use of physical product arrangements, futures and options. 


Subsequent to year end, the Corporation has entered into a price floor which 


calls for the Corporation to receive a fixed floor price on contracted volumes for 
both natural gas and crude oil. A total of 500 boepd of crude oil has 

been hedged with floor prices of $18.00 US per bbl until December 31, 2000. 
In addition, a total of 4,000 GJ per day has been hedged with a floor price of 
$240/GJ until October 31, 2000. 


(d)Fair value of financial instruments 


The carrying amounts of financial instruments included in the balance sheet, 
other than long-term debt, approximate their fair value due to their short-term 
maturity. The long-term debt has carrying values that approximate fair value 


due to the cost of borrowing floating at December 31, 1999 and 1998. 


11. Uncertainty due to the Year 2000 issue 

The Year 2000 issue arose because many computerized systems use two digits 

rather than four to identify a year. Date-sensitive systems may recognize the 
Year 2000 as 1900 or some other date, resulting in errors when information 
using Year 2000 dates is processed. In addition, similar problems may arise in 
some systems which use certain dates in 1999 to represent something other than 
a date. Although the change in date has occurred, it is not possible to conclude 
that all aspects of the Year 2000 issue that may affect the entity, including those 


related to customers, suppliers, or other third parties, have been fully resolved. 


12. Cash flow statement 
The Corporation has adopted the cash flow statement disclosure requirements, 
issued by the Canadian Institute of Chartered Accountants for years commencing 
on or after August 1998. As required by the new standard, certain 1998 and 1997 
amounts have been restated to eliminate all non-cash transactions 


previously disclosed. 


13. Subsequent event 
Subsequent to year end, the Corporation issued 105,000 stock options at an 


exercise price of $146 per share expiring in January 2005. 


@ Officers of BelAir Energy Corporation 


Andrew |. Burnett, Vice President, Exploration joined BelAir in October 1999. He 
has 25 years of experience with large and small companies and an established track 
record of exploration success in the western Canadian sedimentary basin. Prior to 
BelAir, Mr. Burnett was Vice President, Exploration with Gardiner Exploration 
Limited and Gardiner Oil and Gas Limited, building production in each company 
respectively from no production to 750 boepd and from 3,000 to 10,000 boepd. Prior 
to Gardiner, he was exploration manager with Pacific Enterprises Oil Company after 
10 years with Texaco Canada Resources. Mr. Burnett is a Professional Geologist in 


Alberta and holds a Master of Science in Geology from the University of Saskatchewan. 


Victor M. Luhowy, President and Chief Executive Officer, has more than 29 years 
of experience in the oil and natural gas industry in western Canada. Mr. Luhowy has 
been President and Chief Executive Officer of BelAir since its inception in 1997 
Prior to 1997, he was Senior Vice President and Chief Operating Officer of ELAN 
Energy Inc., a publicly traded oil and natural gas company. Prior to joining ELAN 
in 1990, Mr. Luhowy held executive positions with intermediate oil and natural gas 
producers based in western Canada. Mr. Luhowy is currently a director of Blackrock 
Ventures Inc., a publicly traded heavy oil company. He is a Professional Engineer of 
Alberta. Mr. Luhowy has a Bachelor of Science in Mechanical Engineering from the 
University of Alberta and received a Master of Business Administration degree from 


the University of Calgary. 


Ken D. MacRitchie, Vice President and Chief Financial Officer, has 20 years of 
experience in the oil and natural gas industry, primarily in oil and gas financing. Mr. 
MacRitchie has been Vice President, Finance and Chief Financial Officer of BelAir 
since its inception in 1997. Prior to 1997, he was an executive officer for two years with 


Equis Energy Corporation, a junior oil and natural gas company listed on the TSE 


and ASE. Prior to this, Mr. MacRitchie had 14 years of experience in the oil and gas 


financing division of three banks in western Canada. Mr. MacRitchie holds a 


Bachelor of Arts, Honours degree from York University and a Master of Business 


Administration degree from Dalhousie University. 


Kenn T. A. Skea, Vice President, Production with BelAir since June 1999, has 24 
years of experience with both large and small companies operating in the western 
Canadian sedimentary basin. Prior to BelAir, Mr. Skea was Vice President, 
Engineering with Saxon Petroleum Inc. for five years where production increased 
from 300 boepd to 3400 boepd. Mr. Skea spent 10 years with private junior oil and gas 
companies with increasing responsibility rising from Manager, Engineering at Mont 
Resources Limited to Vice President, Development with Glencrest Energy Ltd. Prior 
to this, Mr. Skea worked with Coles Nikiforuk Pennell as an evaluation engineer 
after completing five years at Esso Resources Canada Limited. Mr. Skea is a 
Professional Engineer in Alberta and has a Bachelor of Science in Mechanical 


Engineering from the University of Saskatchewan. 


Wayne R. Wilson, Vice President, Corporate Development, has been with BelAir 
since 1997 Mr. Wilson has 29 years of finance, administration and accounting experience 
in the oil and gas industry. Mr. Wilson is responsible for managing the company’s 
administration and information systems. Prior to BelAir, Mr. Wilson was Vice 
President, Finance of Equis Energy Corp., a junior oil and gas company after working 
10 years with CN Exploration Inc., a private oil and gas company, where he had 
advanced to General Manager, Finance and Administration. Mr. Wilson worked 13 
years with Unocal Oil Company of Canada, a public oil and gas company, where he 
earned his Certified General Accounting (CGA) designation and rose to the position of 
Manager, Corporate Accounts. During this time, Mr. Wilson gained international 
experience with Unocal’ International Division in Indonesia. Mr. Wilson has a 


Master of Business Administration degree from Athabasca University. 


C. David Banks is President of Resource 
Professionals Inc., a technical and professional 
staffing service primarily involved in the oil and gas 
industry. Mr. Banks has been active in the Canadian 
and US oil and gas industry since 1961. He is 
President of Alert Energy Inc., a private oil and gas 
company and is President and Principal of RP 
Consulting Inc., an engineering and geological 
consulting service. Prior to this, Mr. Banks was 
President of Westar Petroleum Limited; Executive 
Vice President of United Canso Oil & Gas Ltd; Vice 
President Engineering and Operations with Golden 
Eagle Oil & Gas Ltd. Mr. Banks is a Professional 
Engineer registered in the Province of Alberta. He 
graduated from the University of Manitoba with a 


Bachelor of Science in Mechanical Engineering. 


WM Directors of BelAir Energy Corporation 


Victor M. Luhowy has more than 29 years of 
experience in the oil and natural gas industry in 
western Canada. Mr. Luhowy has been President 
and Chief Executive Officer of BelAir since its 
inception in 199Z Prior to 1997 he was Senior Vice 
President and Chief Operating Officer of ELAN 
Energy Inc., a publicly traded oil and natural gas 
company. Prior to joining ELAN in 1990, Mr. 
Luhowy held executive positions with intermediate 
oil and natural gas producers based in western 
Canada. Mr. Luhowy is currently a director of 
Blackrock Ventures Inc., a publicly traded heavy oil 
company. He is a Professional Engineer registered in 
the province of Alberta. Mr. Luhowy has a Bachelor 
of Science in Mechanical Engineering from the 


University of Alberta and received a Master of 


Business Administration degree from the University 


of Calgary. 


Ken D. MacRitchie has 20 years of experience in 
the oil and natural gas industry primarily in oil and 
gas financing. Mr. MacRitchie has been Vice 
President, Finance and Chief Financial Officer of 
BelAir since its inception in 1997 Prior to 1997, he 
was an executive officer for two years with Equis 
Energy Corporation, a junior oil and natural gas 
company listed on the TSE and ASE. Prior to this, 
Mr. MacRitchie had 14 years of experience with the 
oil and gas division of three banks in western Canada. 
Mr. MacRitchie holds a Bachelor of Arts, Honours 
degree from York University and a Master of Business 


Administration degree from Dalhousie University. 


Owen Pinnell, Managing Partner of I 3 Capital 
Partners Inc., is an executive with more than 15 years 
experience as president, CEO and Director of various 
public and private companies in Canada and the 
USA. Mr. Pinnell is a mechanical engineer by profession, 
receiving his engineering education at the Auckland 
Technical Institute in New Zealand. Mr. Pinnell is a 
Professional Engineer registered in Alberta and British 
Columbia and also holds a Certificate in Business 
Strategy from the Massachusetts Institute of 
Technology. Mr. Pinnell has worked in many 
industries; he was founder and CEO of Newalta 
Corporation from 1982-1992, founder and Managing 
Director of Anadime Corporation, (1992-present) 
Chairman of BelAir Energy Corporation, (1997-present) 
Chairman and Director of Net Shepherd Inc., 
(1996-present) and Director of Answers.com, Inc., 


(1999-present). Mr. Pinnell has worked internationally 


in England, France, Zambia, United States, Canada 
and New Zealand. 


Murray D. Sears is President of Mesa Energy 
Development Inc., a private company involved in the 
acquisition, development and production of energy 
reserves. Previously, he was the founder and CEO of 
Granger Energy Corp., a predecessor company that 
merged with BelAir. Prior to Granger, Mr. Sears was 
Vice President, Corporate Finance with an international 
bank. Mr. Sears graduated from the University of 


Alberta with a Bachelor of Commerce in Finance. 


Mark D. Widney is President and Chief Executive 
Officer of C-Tech Energy Services Inc., an oilfield 


services company listed on the CDNX, and has been 
an officer of Widney Industries since 1986. Mr. 
Widney has been active in the oil and gas industry 
for 25 years and is a Director and former Chairman 
of the Service Rig Division of the Canadian 
Association of Oilfield Drilling Contractors. 


Abbreviations 


"bbl" 
"bbl/d" 
"Mbbl" 
"hoe" 
"Mboe" 
"boepd" 
"Mcf" 
"Mef/d" 
"MMcf" 
"MMef/d" 
"NGLs" 
"WI." 
"MMBtu" 
"Gy" 
"FD&A" 


Barrels 

Barrels of oil or NGLs per day 

Thousands of barrels 

Barrel of oil equivalent (Natural gas @ 10 Mcf:i bbl) 
Thousands of barrels of oil equivalent 
Barrel of oil equivalent per day 

Thousand cubic feet of natural gas 
Thousand cubic feet of natural gas per day 
Million cubic feet of natural gas 

Million cubic feet of natural gas per day 
Natural gas liquids 

Working interest 

Million British thermal units 

Gigajoule 

Finding, Developing & Acquisition 
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